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KEY ECONOMIC INDICATORS <= 
Values in million Australian or Exchange rate for Balance of Payments & 
U.S. dollars as indicated Trade Figs. - See Notes (1) (2) and (3 
ITEM D: % 
Years are fiscal years (FY) A (FY73) B (FY74) C (FY75) Change 
B toc 


INCCME, PRODUCTION, EMPLOYMENT 
GDP at current prices (SA 41,783 50,557 58, 426 15.6 
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MONEY AND PRICES 
Money Supply (6/30' 
Public Debt Outstanding (6/30) ( 14,744 
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External Debt Service Ratio (%) 1.19 
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Consumer Price Index 134.7 
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BALANCE OF PAYMENTS AND TRADE 
Gold & For.Exch.Reserves (6/30) ($US) 6,026 5, 306 
Balance of Payments, surplus or 
deficit * e m ($US) 2,530 | == 
Balance of Trade ($US) 2, 687 1, 224 
Exports, FOB ($US) 7,977 10,198 
U.S. Share (%) 2.2 10.9 
Imports, FOB ($US) 5,29 8,97 10,976 
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MAIN AUSTRALIAN IMPORTS FROM U.S. (11 months through May 75) ($US): Non-elec. 
Machy. ($634.9), Transport Egqpt. ($241.3), Misc. Manufactured Articles ($167.1) 
Elec. Machy & Appl. ($148.5), Chemical elements & comps. ($116.7), Prof. and 
Scientific Instruments ($91.7). 

MAIN AUSTRALIAN EXPORTS TO U.S. (11 months through May 1975) ($US): Meat & Meat 
Preps. ($280.0), Sugar & Sugar Preps. ($204.3), Chemical Elements & Compounds 
($151.9), Metall.Ores and Scrap ($72.0), Fish & Fish Preps. ($46.1), Nonfer- 
rous Metals ($44.8). 

Notes: (1)Col.A: $US1=AS0.705 for Gold & For.Exchange Reserves and Balance of 
Payments, Weighted Avg. AS0.779 for Trade figs. (2) Col.B: A$0.671 for Gold 

& For.Exchange Reserves and Balance of Payments, weighted avg. A$0.678 for 
Trade figs. (3) Col.c: A$0.747 for Gold & For.Exchange Reserves and Balance 
of Payments, Weighted Avg. AS$0.736 for trade figs. (4) % change calculated 

on AS figs. Because of the effect of changes in exchange rates, these 

figures do not correspond to the % change which would result if computed from 
the U.S. dollar figure. *Net monetary movements. 





SUMMARY 


Signs of easing in the recession which has troubled the Australian 
economy since mid-1974 are at best tentative. The inflation rate 
during the year which ended June 30, 1975 was almost 17%, while 
the estimated level of industrial production fell about 12% between 
June 1974 and May 1975. In real terms total private investment 
expenditure was 8.4% less during FY75 than in FY74. There was, 
however, a slight uptrend during the last quarter of FY75. 


Seasonally adjusted unemployment exceeded 5% in August and the 
short-run prospects that the private sector will contribute strongly 
to reduction of unemployment are poor, while increased direct govern- 
ment action in this sphere will place additional strain on the 
deficit budget. 


The Australian foreign trade account was in surplus for the fiscal 
year as a result of growing exports and a fall in imports. Expec- 
tations are that a trade surplus will continue during the current 
fiscal year. While the balance of payments account was in deficit 
for the fiscal year as a whole, it was in surplus for the last half 
of the year. The present prospect is that balance of payments con- 
siderations should not be a constraint on domestic economic policy 
during the coming months. 


U.S. exports are likely to find a somewhat smaller Australian market 
during FY76, although the U.S. share of the market should not change 
significantly. As a result of recently-issued government foreign 
investment policy guidelines, the position of prospective investors 
is somewhat improved. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Production - Decline Bottoming Out? 


The rate of industrial production fell sharply over the eleven month 
period of FY75 for which statistics are available. Preliminary fig- 
ures suggest that the May 1975 rate was 12% below that of June 1974. 
The May figures did, however, indicate a slight improvement over the 
immediately previous months. 


Retail Sales - Slight Uptrend 


Depressed retail sales showed signs of some turnaround during the 
last half of FY75. Seasonally adjusted retail sales were 9.7% 
higher in June 1975 than in December 1974. When allowance is made 
for a 7.2% increase in prices during the period, the figures suggest 
a slight increase in the volume of retail trade during the period. 
While liquidation of previous high inventory levels undoubtedly 
absorbed much of these increased sales, they are nevertheless a 
heartening sign of reviving demand. 





Unemployment - Little Change 


After apparently reaching a plateau of about 4.5% in May and 
June, seasonally adjusted unemployment resumed its increase in 
July and reached 5.02% in August. The unadjusted August rate 
was somewhat below 4.2%. By comparison the unadjusted rates for 
August 1974 and 1973 were about 1.8% and 1.2% respectively. 


Wages - Indexation Approach 


During FY75 average male weekly earnings rose 21.3% (versus about 

19% in FY74). Weekly wage rates (excluding overtime) rose by about 
10.8% during the period between June 1974 and April 1975, the latest 
month for which statistics are available. The Government is strongly 
supporting the principle of indexing wage rates to movements in the 
Consumer Price Index (CPI) in order to restrain wage inflation. 

While organized labor as a whole has endorsed the principle (with 
important reservations) some key individual unions are strongly 
opposed and the probable outcome is thus unclear. 


Prices - Still Rising 


Australia's continuing high inflation during FY75 was evidenced by 

an increase of almost 17% in the CPI (FY74-14.4%). The rate of 
increase slowed slightly during the second half of the year and 

the Treasurer's FY76 budget projection assumed a rate of CPI increase 
somewhat less than in FY75. On balance, it seems likely that the 


rate of inflation will remain close to present levels during the 
coming months. 


Private Capital Investment - Reduced Level 


Total private capital expenditures in FY75 were about 8.4% less in 
real terms than in FY74. There was, however, a slight upturn in 
real private investment expenditures during the final quarter of 
the year. Business profits, a major source of investment funds, 
have been seriously depressed by cost increases. In an effort to 
stimulate private investment the pending FY76 budget proposes a 
reduction in the corporate income tax by 2.5%, to 42.5%. It also 
proposes continuation of a limited system of doubled depreciation 
rates introduced in FY75 and its extension to include most sectors 
of commerce and industry. These proposed measures will be relatively 
long-term in their impact, and their effectiveness will depend 
importantly on the speed of recovery in business profits. 


For the short-run, the results of a recent seasonally adjusted 
survey indicate that business anticipates that overall capital 
expenditures will be 5% less during the first six months of FY76 
than the actual expenditures during the last half of FY75. 
Although actual business expenditures often exceed estimates, 
especially in a period of upturn when expectations lag behind 
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developments on the demand side, the size of the expected drop 
in capital expenditure gives little promise of an upturn. 


Foreign Investment - New Guidelines 


The Prime Minister issued September 24 a comprehensive new state- 
ment of the Government's policy on foreign investment in Australia. 
Its effect is to reduce some of the uncertainty which has been a 
matter of concern to businessmen since 1972. The policy laid down 

by the new statement still provides for review of all individual 
proposals on their merits, and for a wide administrative discretion 
in the application of guidelines to cases. For this and other 
reasons it is difficult to characterize the re-stated policy as 
either a liberalization or tightening of Australia's overall foreign 
investment policy. Details aside, however, it can be regarded 
Overall as a favorable development for the foreign investor, partly 
because the stated premises are more affirmative in their recognition 
of the role and value of foreign investment than many earlier official 
statements on this subject, and partly because some criteria pro- 
vided for the newly-established Foreign Investment Advisory Committee 
(especially some of those relating to minerals development and real 
estate acquisition) have been made more precise even though their 
application is still subject to wide administrative discretion. 


Important features of this wide-ranging statement included (a) formal 
extension of the steering process to cover new investments financed 
from foreign funds already in Australia (such as earnings) and to 
proposals for expansion, diversification or increases in foreign 
holdings in existing firms; (b) the provision of somewhat more 
specific guidelines for minerals exploration and development pro- 
jects; and (c) some refinement of the special cases which may be 
considered for exceptional treatment in the field of real estate 
purchase. 


A second development of importance both with respect to foreign 
investment and energy was the Government's September 15 announcement 
of a new domestic crude oil price. The five-year old ceiling of 
slightly over S$A2 per barrel for domestic crude production was 
replaced by a multi-tier price structure, including adoption of an 
import parity price for future new oil discoveries. Marginal 
increases were also provided for production from existing fields. 
This price overhaul reduces a serious disincentive which has vir- 
tually halted petroleum exploration in Australia. While the world 
exploration situation is such that an early return to Australia, 
even under the new price arrangements, is uncertain, the decision 
should improve the prospects for longer-term restoration. 


The combined effect of these two developments has been distinctly 
encouraging to the business community. While the new investment 
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guidelines certainly do not represent a return to the open 
investment climate which preceded 1973 in Australia, and the 
newly-stated policy widens the coverage of the screening process, 
the spirit of the new statement signifies a more affirmative 
approach to the role of foreign capital within the Australian 
economy than had collectively emerged from the variety of official 
statements on this subject in recent years. 


Foreign Trade Trends and Policy - Merchandise Surplus and Easing 
of Restraints 


The large foreign trade deficit registered in the early part of 

FY75 was subsequently turned around by a 16% increase in the value 
of exports from September 1974 to June 1975 and an almost equal 
decrease in imports as a result of the devaluation in September 1974, 
recession-induced reduced demand and increased import restrictions. 
Due to these swings, Australia had a $US829 million trade surplus 

for FY75 as a whole, although this surplus was about 25% less than 

it had been in FY74. 


Australia should continue to enjoy a comfortable surplus in its 
foreign trade account during the coming fiscal year. This prediction 
is based on expectations that exports will continue to rise with an 
expanding demand for many of Australia's major exports, while rises 
in imports will be contained by the generally depressed state of 

the Australian economy. 


During the second half of 1974 and early 1975 Australia devalued 
its currency by 12% and adopted temporary tariff and quota measures 
on a wide variety of items in order to bring about reductions in 
imports. During the past several months, however, the previous 
trend toward restricting imports has eased. The frequency of 
requests for protection has abated, a growing number of protection 
requests have been denied and a call for hearings on a proposal for 
a significant increase in textile quotas was recently published. 

As excess stocks of imported goods are worked off, some of the 
pressure for import restrictions has relaxed and the Australian 
Government will have an opportunity to restore a more liberal 
future posture towards imports. 


Balance of Payments - Comfortable 


Australia's balance of payments fluctuated widely during FY75. 

From a $US976 million deficit in the first half of the year, there 
was a swing to a second half surplus of $US356 million following a 
turn-around in the trade account and an increase in capital flows. 
While the payments deficit for the full year was $US620 million, it 
was not as large as first half figures might have suggested and was 
markedly less than in FY74. Gold and foreign exchange reserves at 
the end of the fiscal year were $US4.7 billion. Balance of payments 
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considerations seem unlikely to constrain domestic economic 
policy during the next few months, as the trade surplus should 


hold up and there are no present signs of sustained changes in 
capital flows. 


Financial Conditions - Continued Restraint 


Following expansion in the volume of money in the wake of the 
September 1974 devaluation, the Reserve Bank of Australia took 

a series of actions to restrain liquidity during the remaining 
months of the year. These actions have continued, largely through 
increases in the Statutory Reserve Deposit (SRD) rate in July, 
August, September and early October. Effective November 5, the 
SRD rate will be 6.6%. The Reserve Bank's announced policy is 

to regulate liquidity to permit banks to meet the basic immediate 
needs of the economy without unduly fanning the fires of inflation. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Exports - Holding Their Own 


The value of U.S. exports to Australia increased by 17.3% in FY75 
to just over $US2.3 billion. On the basis of statistics for eleven 
months all but one major category showed increases. Based on 
straight line full-year projected sales the following increases 
were registered: nonelectrical machinery, approximately 35%; 
electrical machinery and appliances, more than 30%; chemical ele- 
ments and compounds, more than 20%; and professional and scientific 
instruments, more than 25%. In spite of Australian import restraints 
during the second half of the fiscal year, therefore, the value of 
Australian imports from the U.S. held up remarkably well and demand 
for U.S. goods held its own. 


On the strength of their performance during the difficult second 
half of FY75, U.S. exports in FY76 should continue strong, although 
the recent tendency of the U.S. dollar to appreciate against the 
Australian dollar is causing U.S. products to become slightly less 
competitive. 


To the extent that Australian capital investment picks up during 
the months to come it is likely to be increasingly concentrated in 
labor saving machinery and equipment, as Australian businesses seek 
to offset rising labor costs. As an important share of American 
exports to Australia consists of investment goods, this should pro- 
vide opportunities for increased sales of metal finishing equipment 
and machine tools, business machines of all types and industrial 
and scientific instruments. 


Hopefully, the signs of a revival in retail sales will also result 
in increased Australian imports of highly favored U.S. household 
consumer goods and camping, sporting and leisure equipment. 
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Notwithstanding the uncertainties in the immediate Australian 
economic outlook, in the long run Australia should offer an 
expanding market for competitive American exporters of both 
capital and sophisticated consumer goods and components of all 
types. Both old and new exporters should keep these long term 
prospects in mind when planning their overall market strategy 
in Australia. 


U.S. Investment - Uncertainties Reduced 


The Prime Minister's recent statement on foreign investments 
has reduced the problems facing potential foreign investors. 
Some U.S. firms which have been uncertain as to acceptability 
of an investment proposal may now find themselves in a better 
position to proceed. 


Commercial Services - Promotional Opportunities 


U.S. Commercial Officers in Australia can provide American 
businessmen with a wide range of commercial services and assist- 
ance. Because of special opportunities for increased sales in 
selected product lines, Commercial Officers at the U.S. Consulates 
in Brisbane, Melbourne, Perth and Sydney and at the American Embassy 
in Canberra will be giving particular emphasis throughout FY76 to 
the markets for biomedical equipment, farm machinery, printing and 
graphic arts equipment, and industrial and scientific instruments. 


In addition, the U.S. Trade Center in Sydney can help American 


firms show their wares to decision-makers throughout Australia. 

An active schedule of promotional activities, including exhibitions, 
is scheduled for the balance of the year. U.S. businessmen wishing 
information on future promotions should contact the Marketing 
Manager for Australia, Office of International Marketing, U.S. 
Department of Commerce, Washington, D.C. 20230. 


w% U.S. GOVERNMENT PRINTING OFFICE: 1975-210-946/53 3-1 








